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CANADA KEY ECONOMIC INDICATORS 


All values in Canadian $ millions 
and represent period averages 1/ 
unless otherwise indicated. A B C D 
Estimated 
1976 1977 % Change 1978 
Exchange Rate: US $1.00 CS$0.986 C$1.06 CSL.11. 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 190,027. 207,714. . 230,562 .0 
Per Capita GNP, Current Prices 

(Thousands of C$) 8,226. 8,877. , 9,728.0 
Private Investment Current Dollars 3/,021s 40,424. J 42,849 .0 
Personal Income, Current Dollars 159,192 171,485. 186,061.0 
Retail Sales 37,143. 61,586. . 68,976.0 
Industrial Production: 

(Index 1971=100) 2/ 120. 124. ‘ 130. 
Avg. Labor Production (1971=100) 106. 107. 5 109. 
Avg. Weekly Industrial Wage (C$) 228. 248. 268. 
Labor Force (millions) ‘ a. ‘ 9. 
Average Unemployment Rate (%) : 8. ‘. Bie 


MONEY AND PRICES 
Money Supply (ML) 
Interest Rates: 
Bank of Canada Rate** 
Chartered Bank Prime Rate** 
Indices: 
Consumer Prices, Non-Food 
Consumer Prices, Food 
Industry Selling Price (1971=100) 3/ 


BALANCE OF PAYMENTS AND TRADE 
Official International Reserves 

(US $ millions) ** : 4,929.4 -15.6 
Balance of Payments / ; 108.0 --- 
Net Direct Investment Flows ; 380.0 
Balance of Merchandise Trade 4 2,907.0 
Merchandise Exports (FOB) - 44,565.0 

U.S. Share ‘ 30,983.0 
Merchandise Imports (FOB) 41,658.0 

U.S. Share 


Main imports from U.S. (1977): Automotive vehicles and parts, C$10.9 billion; 
chemical products C$1.6 billion; equipment and tools C$3.5 billion; agricultural 
machinery C$1.2 billion; food C$1.5 billion; industrial machinery C$2.7 billion. 


Footnotes: 1/ column C represents percent change between Columns A and B. 


Output per worker. 

Essentially a wholesale price index. 

Basic balance, defined as the current account balance plus the balance 
on long term capital flows. 

*kEnd of period or latest (for 1978). 


3/ 


Source: Statistics Canada, Bank of Canada Review and other selected 
statistical material. 





SUMMARY 


Real GNP grew by only 2.6 percent in 1977 despite some acceleration of 
activity in the second half of the year. A substantial improvement in 

the trade surplus and moderate growth of consumption were the main elements 
supporting GNP growth. Real private investment declined and government 
spending grew modestly. The unemployment rate stood above 8% on average 
for the year. Inflation accelerated, largely due to a rapid increase in 
food prices. The current account deficit remained large. Fiscal and 
monetary policy were cautious. 


In 1978, expansion of net exports and higher consumption spending should 
generate an acceleration of real GNP growth. Private investment, however, 
could well decline in real terms. The inflation rate should come down, 
but the current account will show little or no improvement. Regional and 
sectoral disparities in economic performance will remain wide. 


Despite overall moderate growth, good opportunities for U.S. investors and 
exporters will be present in many sectors. The Foreign Investment Review 
Agency has not recently been a major obstacle to most foreign direct investment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The economy grew slowly in 1977 ... 


At 2.6%, real GNP growth in 1977 was far below potential growth (about 4.52). 
A strong expansion of the merchandise trade surplus by C$1.8 billion, linked 
to the depreciation of the Canadian dollar and to sustained growth in the 
U.S., was the main source of growth. A moderate expansion of private con- 
sumption spending (2.8%) was also a contributing factor. Private investment 
declined in real terms due, in large part, to substantial excess production 
capacity. 


and the inflation rate accelerated ... 


The rate of increase in consumer prices acclerated during 1977. The consumer 
price index rose by 8.0% on average for the year. Higher food prices, induced 
to some extent by depreciation of the Canadian dollar, pushed the inflation 
rate upward. Administered increases in energy and other prices also contri- 
buted to inflation. Although the rise in the overall CPI gathered momentum 
in 1977, the index of all non-food items (one measure of the underlying 
inflation rate) showed a decelerating trend and advanced by 7.8% on average 
for the year. Wage increases have also declined progressively. Negotiated 
increases in base wages averaged about 7% at an annual rate in the fourth 
quarter of 1977, compared with an 8.5% average increase in the first quarter. 


but growth and price performance should improve in 1978. 


Led by a sharp expansion of merchandise exports, GNP growth accelerated somewhat 
to a 3.4% average annual rate of increase in the second half of 1977. Strong 
export growth, combined with the steady growth of consumer spending should 
continue as the main support to GNP growth in 1978. However, excess productive 
capacity and a temporary slowing of energy investment are likely to bring 





about a stagnation or a decline in real private investment spending. Official 
surveys of investment intentions point to a fall in real private investment 

in 1978. A private survey indicates that while businessmen's confidence has 
improved recently, their reluctance to invest continues. Government spending 
is unlikely to contribute significantly to growth. Consequently, real GNP 

may also rise by 4 - 4.5% this year, a rate insufficient to produce a signifi- 
cant decline in the current high (8.3%) unemployment rate, but an improvement 
over last year's performance. 


The underlying rate of inflation should continue to come down in 1978. 
Controls over wages and profits (including dividends) will be phased out 
beginning April 14, 1978. However, it is unlikely wages and prices will 
accelerate substantially in the immediate post-controls period since: 

a) much of business and labor will effectively remain under controls until 
the end of 1978, and b) weak demand will probably restrain wage/price claims. 
Smaller wage increases and a pickup in productivity growth should contribute 
to deceleration in the rise in unit labor costs. 


The actual inflation rate will be influenced by continued further increases in 
administered energy prices; by the inflationary impact of depreciation, and 

by large (albeit decelerating) increases in food prices. On balance, consumer 
prices should rise by 7 - 7.5% this year, compared with 8% in 1977. 


Economic policy is prudent ... 


The Canadian government's objective is to combine a progressive reduction 
of inflation with steady growth led by the private sector -- primarily by 
investment and exports. Fiscal policy has been constrained by the desire 
to hold back growth of the public sector, large federal budget deficits 
(about 4 percent of GNP) and the large current account deficit. Preliminary 
federal budget estimates indicate that real spending will rise by 3.5% -- 
i.e., by less than expected GNP growth -- in FY 1978/1979 (April 1, 1978 - 
March 31, 1979). 


Although spending is to be restrained, a C$700 million cut in personal 

income taxes, effective in January and February, the reduction in fiscal 

drag due to tax indexation, and modest employment tax credits should provide 
some support to economic activity this year. The federal government financing 
requirement is expected to be C$8.8 billion in FY 1977/1978 and at least 

C$11 billion in FY 1978/1979. Large and increasing deficits are primarily 
attributable to the slow growth of tax revenues (linked to weak GNP growth) 
and to extraordinary expenditures, such as the C$2 billion interest payment 

on Canada Savings Bonds due in November, 1978. Most provincial governments 
have also adopted a cautious spending attitude. 


Monetary policy is geared toward accommodating real GNP growth above the growth 
of potential output (about 4.5%) with a progressive reduction in inflation. 

The growth of Ml remains within the 7-11% target range (growth rates are 
calculated on a June, 1977 base) set by the Bank of Canada. The Bank of 

Canada raised its discount rate from 7.5% to 8.0% in March to help counter 
disorderly conditions in the foreign exchange market. In response, the 
Chartered Banks raised their prime lending rates from 8.25% to 8.75%. This 
rise in interest rates should not jeopardize official monetary objectives. 





the current account deficit limits room for manouever ... 


The current account deficit was C$4.2 billion in 1976. In 1977, the merchandise 
trade surplus nearly tripled to C$2.9 billion under the influence of Canadian 
dollar depreciation, strong growth of the U.S. economy, and sluggish domestic 
demand. However, net interest and dividend payments abroad rose C$922 million 
to C$3.4 billion reflecting high rates of foreign borrowing and the travel 
deficit widened by C$464 million to C$1.7 billion, thus helping to produce 

a C$1.7 billion deterioration in the service balance. The increase in the 
deficit on services offset the expansion of the trade surplus, with the result 
that the current account deficit remained at C$4.2 billion in 1977. Much 

the same pattern should materialize in 1978 -- an improved merchandise trade 
surplus will probably be insufficient to offset the continued deterioration 

of the balance on services. 


and erratic exchange rate fluctuations have caused concern. 


The Canadian dollar depreciated by 7.8% against the U.S. dollar in 1977 and 

by a weighted average of 9.4% against the currencies of Canada's major trading 
partners. The depreciation has been due, inter alia,to a reduction (from 

high 1976 levels) in foreign borrowing, to deterioration over past years in 
Canada's competitive position, to a narrowing of U.S./Canada interest rate 
differentials, and to speculation. Official exchange rate policy is based on 
allowing fundamental economic conditions to determine the long run trend of 
the exchange rate, but to intervene to correct disorderly market conditions. 
Such "smoothing" operations produced a substantial fall in official foreign 
exchange reserves and led the government to: a) arrange a U.S.$1.5 billion 
line of credit through a chartered bank consortium, b) float a U.S.$750 million 
bond issue in the U.S. market, and c) to tighten,somewhat, domestic monetary 
conditions. 


Growth performance differs widely among the provinces ... 


The Atlantic provinces (New Brunswick, Nova Scotia, Prince Edward Island, 

and Newfoundland) have the highest unemployment rate in Canada (12%). Growth 
will continue to be slow and uneven. The outlook continues weak for forestry, 
construction, manufacturing and retail trade. While the region's significant 
energy potential and exploitation of the 200 mile fishing zone should lead 

to increases in investment and employment in the medium term, the government 
sector (which accounts for 86% of total final expenditure) will continue as 
the region's major employer in the short run. 


The Quebec economy will probably continue to perform below the national average. 
The textile, knitting, furniture and leather industries represent nearly 30% 
of total employment in the province and have fallen victim to lower cost 
imports, mainly from the developing countries. Import quotas have been imposed 
in some instances to protect these declining sectors. Between 1976 and 1977, 
about 85% of the total fall in manufacturing employment in Canada occurred 

in Quebec. In addition, low productivity, high labor costs (the highest 
minimum wage in North America), uncertainty stemming from the provincial 
government's declared intention to achieve political sovereignty, and fears 

of increasing government intervention in the economy have all acted to inhibit 
private sector investment. Public energy investment will be the main prop 

to economic activity. 





Ontario should continue to grow at or above the national average. Ontario 
manufacturers expect that Canadian dollar depreciation will provide them a 
larger share of an expanding U.S. market. However, continued weakness in 

North American automobile sales would have a serious impact on the manufacturing 
sector. The resource sector is depressed and private investment overall could 
decline this year. 


In Manitoba, the decline in net farm incomes in 1977 is expected to be repeated 
this year, depressing sales of farm machinery and consumer demand. Soft markets 
for minerals (copper, zinc, nickel) weigh heavily on the mining sector. The 
new provincial government is moving to reduce the role of the public sector, 
while encouraging a presently weak private sector to take the lead in promoting 
growth. 


Saskatchewan is also adversely affected by a decline in farm incomes, but 
bright prospects for uranium, potash and coal output will provide important 
offsets. 


Alberta is Canada's growth leader, with provincial output presently rising at 
a 6-7% annual rate. The oil and gas industry is booming, and the construction 
and service sectors are strong. The construction of the Alcan natural gas 
pipeline will give the economy a further boost, but probably not until 1979. 
The manufacturing outlook is uncertain, but investors are generally bullish. 


The British Columbian economy grew by about 5% in 1977 and should expand at 

a similar rate this year. Growth has been led by exports of lumber and paper 
products. Performance in the mining sector was uneven: price increases lifted 
revenues from natural gas sales and have sustained a high level of exploration 
activity, but soft international markets continue to adversely affect copper 

and zinc mines. Continued work on the Revelstoke Dam project and improvements 

in Vancouver grain handling facilities should help support construction activity. 


Implications for the United States. 





Canada is the single most important U.S. export market. In 1977, the value of 
U.S. merchandise exports to Canada rose by 15% to C$30billion. Nearly 70% 
of total Canadian imports come from the U.S. 


After a disappointing growth performance in 1977, the Canadian market will 
expand moderately this year. The 8% depreciation of the Canadian dollar 

against the U.S. dollar since March, 1977, will improve the competitive position 
of Canadian industry and inhibit the growth of imports. The growth of markets 
will vary considerably across regions and among sectors: 


The Maritime Provinces: Development of the region's energy potential should 
provide investment and sales opportunities. Specific areas include coal mining 
equipment (Nova Scotia), and hydro electric development (Newfoundland and 

New Brunswick). Markets also exist for energy conserving products, commercial 
fishing equipment and products related to fish processing. 


Quebec: Despite its economic problems, Quebec represents a promising market 
for security related equipment, electronic components, energy and heating 
systems (not based on fossil fuels) and process control instrumentation. 
Interest also exists in laboratory and pollution control equipment. Consumer 
demand is weak. 
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Ontario: Importers are generally reluctant to consider new lines. Exceptions 
are electronics and communications equipment, hardware, housewares and gift 
items. In general, exporters will have to work hard at selling to the Ontario 
market. 


Manitoba: The provincial government is interested in new investment, in aero- 
space, health services, electronics, chemicals, plastics and other high tech- 
nology industries. The aviation industry is optimistic due to Canada's share 

of production (under a contract with Lockheed) for military patrol aircraft. 
There is also a possibility of more sub-contract work following the federal 
government's decision later this year on the procurement of new fighter aircraft. 


Saskatchewan: Markets continue to exist for machinery in the resource sector -- 
uranium, petroleum, potash. Opportunities for U.S. direct investors will be 
circumscribed by the increasing public share in total provincial investment. 


Alberta: The best prospects for U.S. suppliers continue to be oil drilling 
equipment and supplies, capital goods for the chemical industry, construction 
equipment, process control instrumentation and heavy transport vehicles. The 
possible approval in 1978 of a third tar sands plant and one or more heavy 

oil processing facilities would present additional opportunities. The construc- 
tion of the Alcan natural gas pipeline will generate increased market growth 
here and in British Columbia, but probably not until late 1978 or 1979. 


British Columbia: Promising areas for U.S. exports include wood products, 
harvesting and processing equipment, fresh and processed food, and a wide 
variety of consumer products. 


Banking Legislation. 


Revisions to the Bank Act are in the final drafting stage. However, it is 
unclear when they will be tabled in Parliament. The legislation is expected to 
be in line with the government's August, 1976 White Paper, i.e., that foreign 
banks will be allowed to become chartered (deposit accepting) banks, albeit 
with restrictions on total assets and on lending volume, and that the presently 
domestically-owned chartered banks will be authorized to expand into new areas 
of business now conducted by foreign operations. 


Direct Investment. 


In 1976, the net book value of U.S. direct investment in Canada, including 
reinvested earnings, was U.S.$34 billion, a 9% increase over 1975. This 
represented 25% of total U.S. direct investment abroad and over one third of 
U.S. direct investment in industrialized countries. 


In 1977, foreign direct investment flows into Canada rose by C$410 million, 

a sharp reversal from the C$295 negative investment in Canada by foreigners 
the previous year. Canadian investment abroad rose from C$555 million in 1976 
to C$790 million in 1977. Net U.S. direct investment inflow to Canada in 1977 
rose by C$516 million following a C$490 decline in 1976. 


As the growth of the Canadian economy accelerates, investment opportunities 
will expand. Growth in energy related sectors and services will be particu- 
larly rapid. The Foreign Investment Review Agency (FIRA) has not recently been 
a major obstacle to foreign investment. FIRA's approval requires a finding that 
the investment (new, acquisition, or merger) be of "significant" benefit to 
Canada. The approval rate is running above 90Z. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





Commerce 
District 
Offices 


Albuquerque, 87101, (S05) 766-2386. 
Anchorage, 99501, (907) 265-5307. 
Atlanta, 30309, (404) 881-7000. 
Baltimore, 21202, (301) 962-3560. 
Birmingham. Ala., 35205, (205) 254-1331. 
Boston, 02116, (617) 223-2312. 

Buffalo, N.Y., 14202, (716) 842-3208. 


Charleston, W.Va., 25301, (304) 343-6181, Ext. 375. 


Cheyenne, 82001, (301) 778-2220, Ext. 2151 
Chicago, 60603, (312) 353-4450. 
Cincinnati, 45202, (513) 684-2944. 
Cleveland, 44114, (216) 522-4750. 
Columbia, S.C., 29204, (803) 765-5345. 
Dallas, 75202, (214) 749-1515. 

Denver, 80202, (303) 837-3246. 

Des Moines, 50309, (515) 284-4222. 
Detroit, 48226, (313) 226-3650. 
Greensboro, N.C., 37402, (919) 378-5345. 
Hartford, 06103, (203) 244-3530. 
Honolulu, 96813, (808) 546-8694. 
Houston, 77002, (713) 226-4231. 
Indianapolis, 46204, (317) 269-6214. 

Los Angeles, 90024, (213) 824-7591. 
Memphis, 38103, (901) 521-3213 

Miami, 33130, (305) 350-5267. 
Milwaukee, 53202, (414) 224-3473. 
Minneapolis, 55401, (612) 725-2133. 

New Orleans, 70130, (504) 589-6546. 
New York, 10007, (212) 264-0634. 
Newark, N.J., 07102, (201) 645-6214. 
Omaha, 68102, (402) 221-3665. 
Philadelphia, 19106, (215) 597-2850. 
Phoenix, 85004, (602) 261-3285, 
Pittsburgh, 15222, (412) 644-2850. 
Portland, Ore., 97205, (§03) 221-3001 
Reno, 89502, (702) 784-5203. 

Richmond, Va., 23240, (804) 782-2246. 
St. Louis, 63105, (314) 425-3302. 

Salt Lake City, 84138, (801) 524-5116. 
San Francisco, 94102, (415) 556-5860. 
San Juan, P.R., 00902, (809) 753-4343, Ext. 4555. 
Savannah, 31402, (912) 232-4321, Ext. 204. 
Seattle, 98109, (206) 442-5615. 


Country 
Marketing 
Managers 


Commercial and economic information on most trading part- 
ners of the United States is available from the U.S. Depart- 


ment of Commerce. 


A Country Marketing Manager is responsible for a country 
or group of countries as listed below. Assistance or informa- 
tion about marketing in these countries may be obtained by 
dialing these key people directly: 202-377 plus the given 


extension. 


Area Extension 


Africa 


Algeria, Libya, Morocco, Tunisia 
Remainder of Africa (except Egypt) 
Europe 
France and Benelux Countries 
Germany and Austria 
Italy, Greece and Turkey 
Nordic countries 
Spain, Portugal, Switzerland and Yugoslavia 
United Kingdom and Canada 


Far East 


Australia and New Zealand 
East Asia and Pacific 
Japan 

Southeast Asia 


Latin America 


Brazil, Argentina, Paraguay and Uruguay 

Mexico, Central America, and Panama 

Remainder of South America and Caribbean 
countries 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 


Peoples Democratic Republic of Yemen, Qatar, 


Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 
Iran, Israel, Egypt 


Eastern Europe 
USSR 
Peoples Republic of China 


5767 
3865 


4504 
$228 
3944 
3848 
2795 
4421 


3646 
5401 
2425 
2522 


$427 
2314 


2995 





